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MASTERS IN FINANCE 
EQUITY RESEARCH 
 
With legacy carriers dominating the airlines industry, low-cost 
carriers have become important players within the market, getting 
from the top 20 in terms of market share based on RPM in the U.S. 
to the top 10 under the same metric during the past 10 years, due 
to both more cost-conscious customers and major inefficiencies of 
flag carriers, characterized by rigid high-cost structures, working 
practices imposed by staff unions and high turnaround times. Cost 
reductions, mainly through the decline of energy prices, an industry 
consolidation that created a market dominated by few companies 
and the highlight on ancillary revenues have been enabling low-
cost carriers to sustain profit margins.  
Being a pioneer in the low-cost segment, and boosted by the 
recent deregulation of the industry and the consequent flexibility to 
freely travel across the U.S., Southwest Airlines Co. has been able 
to establish itself as a key competitor in the industry, standing up 
as the largest american carrier regarding the number of emplaned 
domestic passengers and operating the largest fleet of Boeing 
aircraft in the entire world.  
With operations starting in 1971, Southwest Airlines Co. had in 
2015 its 43rd consecutive year of profitability, flying to 97 
destinations across 40 states as well as to 11 destinations across 
7 near-international countries, operating 704 Boeing 737 aircraft 
and carrying a total of 118 million passengers. The company plans 
to strengthen its fleet to 868 aircraft by 2025, increasing capacity 
and modernizing the airplanes in order to meet the average 2% 
forecasted increase in demand.  
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Revenues 19,028 20,245 21,541 
EBITDA 3,123 3,183 3,346 
EBITDA Margin (%) 16.4% 15.7% 15.5% 
Net Income 1,342 1,366 1,353 
EPS ($) 2.2 2.1 2.1 
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Net Debt/EBITDA 2.0x 2.2x 2.2x 
P/E 29.0x 29.3x 31.2x 
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ROA 6.3% 5.9% 5.4% 
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The aviation industry changed from a highly regulated and restricted sector to a 
free market in which companies are able to determine operating strategies. 
Highly influenced by macroeconomic factors, the sector is currently facing a 
time of growth in demand led by favourable economic conditions.  
Through several mergers and acquisitions in the last years, the industry is 
highly consolidated, constituting an oligopolistic market dominated by only four 
companies, including Southwest Airlines Co.. The trend is for profitability to 
keep growing, with increased forecasted demand and capacity.  
With a market share of about 18% as of December 2015, Southwest Airlines 
Co. is the only leading U.S. airline with a low-cost business model. Its point-to-
point service and cost structure are what better differentiates it from 
competitors, being able to take advantage of reduced turnarounds and 
passenger travel times and more frequent flights.  
The company is completely modernizing its fleet, with a total of 293 airplanes 
predicted to be bought until 2025, acting to increase the fleet by 164 new and 
more efficient equipment. 
With lower CASM, both pre and after fuel expenses, than its main competitors, 
it is able to provide very similar services at considerably lower fares, 
accomplishing its primary goal of filling in the airplanes as much as possible, 
even if charging lower ticket prices.  
The company’s overall activity is expected to expand due to an increased 
demand and accompanying supply. With a capital structure characterized by a 
high percentage of operating leases, Southwest Airlines Co. is expected to 
maintain very low net debt to EBITDA ratios, highlighting its capacity to face 
future financial obligations. 
With a heavy weight of equity on the company’s total capital, the WACC is 
estimated at 6.6%, which considering a 2% growth rate in perpetuity driven by 
the predicted future inflation rate, leads to a fair value of equity as of December 
2017 of $38.7 billion, implying a stock price of $62.83 per share and a 
correspondent 1-year capital gain, including cash-ins for shareholders, of 24%.  
As expected, sensitivity analysis shows that the share price is significantly 
influenced by future fuel prices, future demand and average passenger yield. 
However, no major changes in the forecasted values are expected under 
normal conditions.   
Demand is expected to 
increase at an average of 2% 
per year in the future, with 
supply forecasted to rise as 
well in order to match it. 
Profitability is forecasted to 
increase, with net income 
rising up from $2,181 million 
in 2015 to about $3,148 million 
in 2027. 
Historically, there has been a 
tight relation between industry 
demand and economic 
conditions. Between 2003 and 
2015, RPM growth and GDP 
growth showed a correlation 
above 85%. As of Jan-2016, a 
sector beta of about 1.3 
highlights a more volatile 
industry than the overall 
market.  
Despite the primary goal of 
promoting competition within 
the sector, the deregulation 
ended up creating a market 
with power concentrated 
within very few companies. 
Southwest Airlines Co. ended 
2015 with a total CASM of 11.2 
cents, with American Airlines, 
United Airlines and Delta Air 
Lines showing up a total 
CASM of, respectively, 12.9 
cents, 13.1 cents and 13.3 
cents, during the same period.  
As of Dec-2015, operating 
leases represented more than 
60% of the company’s total 
net debt and about 10% of 
total capital at market values. 
The net debt to EBITDA ratio 
is expected to range between 
1.8 and 2.5 until 2027. 
 
 








Airlines Industry: Past, Present and 
Future 
(De) Regulation  
The 1978 Airline Deregulation Act and the consequent dissolution of the Civil 
Aeronautics Board (CAB), the regulator of the U.S. aviation industry, completely 
changed the airlines market. By the time of the Airline Deregulation Act, 
Southwest Airlines Co. was a simple regional airline, not able to fly outside of 
Texas due to the restricted CAB rules. Nowadays, it is the largest U.S. 
domestic carrier and a case of huge success. 
If before the deregulation airlines were treated as public entities, with austere 
restrictions regarding routes, fares and the entry of new companies in the 
sector, after 1978 the market turned out to be free and interstate routes 
became available for any airline without the need of regulatory permission.  
Since companies could only compete on service quality and flight regularity, the 
industry was characterized by high prices and frequency but poor load factors 
and efficiency. With deregulation leading to a huge increase in the number of 
flights, passengers and distance travelled, along with a significant drop on 
fares, acting to enhance load factors, the paradigm changed dramatically, 
enabling low-cost carriers to come up as true players in the market.   
However, this was not that simple for Southwest Airlines Co.. Due to the Wright 
Amendment, the company could only fly to four states1 contiguous to Texas 
from the Love Field Airport, in which it was based. This was highly supported by 
its main competitors at the time, keen to make it move its operations to the 
Dallas-Fort Worth International Airport, much farther from downtown Dallas. 
Despite the possibility of manipulating the system through the purchase of 
multiple tickets2, customers departing from Texas were forced to fly through 
one of the four mentioned states in which the company was able to operate, 
and then changing airplane to travel to their end destinations. This was 
particularly significant to Southwest Airlines Co., in the sense that Texas 
constituted its main source of passengers - additional states were only allowed 
in 1997 and 2005, and the law was fully abolished recently in 2014.   
The deregulation of the market started by favouring the hub-and-spoke model, 
enabling legacy airlines to better achieve economies of scale through the 
                                                 
1 It was only possible to perform unrestricted flights from Texas to Arkansas, Louisiana, New Mexico and Oklahoma.  
2 Customers flying from Texas would have to buy a ticket to one of the four mentioned states in which the company was able to operate, 
and another one from that state to their final destination.   
The deregulation acted to 
decrease prices, with a drop 
of about 9% in the yield during 
the 5 years following the 
Airline Deregulation Act and 
an average decrease of 60%, 
in inflation-adjusted terms, in 
RPM between 1974 and 2010. 
Also, it acted to increase 
passenger miles flown, with 
the number of passengers 
rising from about 208 million 
to 1,000 million between 1974 
and 2015. 
High barriers to entry for new 
airlines, slow government 
responses to existing ones 
and common monopolistic 
practices of legacy airlines 
that acted to inflate fares, as 
well as the specific economic 
environment at the time, with 
the 1973 oil crisis and 
stagflation and technological 
advances, figured as major 
concerns regarding the 
industry, leading to the need 
of deregulation.    
Nowadays, Atlanta, Chicago 
and Dallas are the main hubs 
of Delta Air Lines, United 












considerable reduction of overheads in large hubs and to drive out competition 
from the airports in which they are mainly based. With the upsurge of low-cost 
carriers, however, the trend was for the point-to-point system to get back into 
the industry, avoiding the difficulty of efficiently connect passengers across a 
hub-and-spoke network and considerably reducing the costs associated with 
primary and busier airports, namely landing fees and service rentals, as well as 
making airlines better able to perform faster turnarounds, leading to a 
maximized performance. 
Despite having the main goal of promoting competition within the sector by 
reducing the barriers to enter in the market and the pressure over prices, and 
even though the aviation industry is still a heavily regulated sector, the overall 
transference of control from the CAB to the market ended up concentrating a 
huge influence in the largest carriers within the sector, especially when 
considering the recent industry consolidation and the resulting informal 
oligopoly structure of the business. Overall, and despite of (de)regulation, the 
old monopolies somehow still exist. If in the past airlines used to use their 
political connections and influence to keep competition away, nowadays they 
do not let other companies to enter in the business by promoting price wars that 
new entrants cannot hold or by merely buying these new and weaker firms.  
 
Macroeconomic Environment 
The U.S. airlines industry has been facing “boom-to-bust” cycles since the 
referred deregulation of 1978. Both demand and supply, measured respectively 
by RPM and ASM, and the sector operating revenue have been showing up a 
very similar behaviour to the overall economic activity, measured by GDP. This 
correlation has been proved to hold in the past decades, with the referred 
indicators presenting a more volatile behaviour than the economic activity, both 
in good and bad times. Between 2003 and 2015, the growth of operating 
revenues, RPM and ASM presented a correlation of about 79%, 87% and 83%, 
respectively, with the GDP growth3.  
This volatility was considered to be normal in a sector characterized by intense 
capital requirements but poor levels of cash. With capital expenditures 
amounting to more than $17,400 million in 2015, above the $10,500 million 
average of all industries, ranking the sector in the top 15 regarding the metric, 
and a cash returned to net income ratio of about 49% in the same period, way 
below the 135% average of all industries, ranking it in the top 30 of sectors with 
                                                 
3 Based on data from the World Bank and the U.S. Bureau of Transportation Statistics. The entire aviation industry is considered. 
Despite promoting the 
entrance of new companies in 
the market, from the Airline 
Deregulation Act until 2001, 9 
major carriers and more than 
100 smaller ones filled for 
bankruptcy or were liquidated. 
It was the case of Eastern Air 
Lines or Midway Airlines. 
Southwest Airlines Co., 
instead of creating a hub, bets 
on having about 8 to 10 
independent and non-stop 
routes originated from each 
airport that it serves, which 
stands up as key to gather 
local demand. 
The point-to-point model 
enables Southwest Airlines 
Co. to enjoy lower costs while 
still providing high-yielding 
routes. 
When considering for 
comparison, for instance, the 
electronics, automotive retail 
or building materials sectors, 
it can be concluded that they 
present considerably lower 
capital expenditures - $4,300 
million, $3,100 million and 
$1,700 million, respectively - 
and higher cash returned to 
net income ratios - 62%, 90% 
and 87%, respectively. 
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the lowest cash earned per income generated, the air transport industry proves 
to be capital intensive and cash poor even when considering other sectors4. 
Since the 2008 recession, however, overall airlines have been making a huge 
effort to maximize their business models efficiency, not only by lowering 
operating costs, eliminating unprofitable routes and betting in more fuel efficient 
aircraft, but also by trying to enhance revenues with the separate charge of 
services that used to be included in the price of tickets, as is the case of on-
board meals, or that were not previously available, such as boarding priority 
and internet access. 
Overall, positive trends in macroeconomic factors have been acting to drive up 
air travel demand. Following the severe crisis that affected the industry after the 
9/11 and the 2008 financial crisis, taking years for it to recover from 
consecutive periods of losses, the U.S. economy is currently said to be in a 
good time. With a positive economic growth leading to an increase on 
employment rates and consequently higher disposable income, customer 
spending on leisure travel tends to considerably rise as well. On the other hand, 
through the experienced business and industrial growth, spending on business 
travel and freight transportation is also likely to increase. 
Overall, the aviation industry is highly competitive, which creates strong barriers 
not only to enter in the market but also, and mostly, to become and remain an 
important player within a sector that is not only capital intensive but also labour 
and technology intensive, heavily regulated and taxed, and particularly 
sensitive to harmful events such as terrorism attacks or natural disasters.   
 
Trends5 
2015 was a particularly profitable year, justified by a moderate economic 
growth and hence stable demand, and falling costs. Passenger yields were also 
lower on average, driven by the huge expansion of ultra-low-cost carriers such 
as Spirit Airlines and Allegiant Air and the necessarily lower airfares, but 
compensated through the drop in oil prices.  
Despite the current time of recovery from one of the historical most serious 
recessions, the aviation industry is expected to continue growing over the long 
run. This will be mainly driven by a growth in demand through the country’s 
                                                 
4 Based on the Damodaran research, considering a total of 95 different sectors.  
5 Data according with the Federal Administration Aerospace (FAA) Forecast – Fiscal Years 2015-2035 and the International Air Transport 
Association (IATA). 
Not only Southwest Airlines 
Co., but also Delta Air Lines, 
American Airlines and United 
Airlines, as well as the overall 
sector, are planning to 
modernize their respective 
fleets, at a higher or lower 
extent, in the next few years, 
through the substitution of 
older aircraft by the new and 
more efficient Boeing and 
Airbus models. 
Spirit Airlines and Allegiant 
Air, for instance, had in 2015 
an average of 40% of ancillary 
revenues as a share of the 
total revenue generated. 
The U.S. experienced a GDP 
growth of 2.6% in 2015, along 
with a constant decrease of 
the unemployment rate since 
2010, standing at 6.2% as of 
the end of 2014.  
Events such as the 9/11 or the 
recent airplane crashes pose 
a major risk to airlines.  
In the domestic market, ASM 
are projected to increase at a 
CAGR of 1.8% until 2035, and 
RPM at a CAGR of about 1.9% 
during the same period. 
 
 








solid consumer spending and steady job growth, with a passenger growth of 
about 2% per year over the next 20 years.  
Currently low oil prices are stimulating a market that is highly dependent on 
energy costs, but due to the growing demand and higher costs of extraction, 
the trend will be for prices to rise up from about 43$ per barrel in 2016 to more 
than 100$ per barrel in 2023, and about 150$ per barrel by 2036, following the 
forecasted U.S. economic growth. With an eye on oil prices, and as the 
economy fully recovers, acting to strengthen demand mainly on large and 
medium hub airports, U.S. airlines overall profitability is expected to remain 
steady or increase.  
Reflecting the total distance travelled by the total number of revenue 
passengers emplaned, Revenue Passenger Miles (RPM), the industry measure 
of demand, is forecasted to domestically grow at about 2% per year in the next 
20 years. On the other hand, and reflecting the total distance travelled by the 
total number of seats available, Available Seat Miles (ASM), the supply side of 
the business, is expected to keep up the path of demand. For this will 
contribute not only the increases on the aircraft of the fleet, but also the higher 
number of seats per airplane of more modern aircraft.  
Mainly after the 9/11 and the consequent turmoil in the aviation sector, causing 
major airlines to be restructured through bankruptcy and Chapter 11, there has 
been a huge consolidation within the market, with a series of mergers and 
acquisitions. Following the 9/11 and the economic conditions during the 
financial crisis, these mergers were mainly driven by the urgent need of cutting 
overheads, strengthening presence in core markets and extending routes and 
overall capacity, in many cases highlighted by the eminent bankruptcy. If in 
2005 there were 12 major airlines, with the recent merger between American 
Airlines and US Airways, creating the world’s largest airline, the market was left 
with only 4 major airlines that control more than 65% of it – Southwest Airlines 
Co. being one of them, currently with the highest percentage of market share. It 
is therefore highly unlikely that any further consolidation attempts are approved 
by the U.S. Government and the antitrust regulators.  
Both due to the referred consolidation and restructuring process of the market 
and to the stronger presence of low-cost carriers in the last years, overall 
airlines have been implementing a strong capacity discipline in their 
businesses, increasing the emplaned passengers at a higher rate than the 
increase in the fleet, acting to enhance load factors, a strategy that is expected 
to be kept in the future.  
Fuel costs have a 
considerable impact on 
airlines profitability, 
constituting on average 30% 
of their total operating costs, 
between 2004 and 2015. 
Major mergers and 
acquisitions included: US 
Airways and American West 
Airlines (2005), Delta Air Lines 
and Northwest Airlines (2008), 
United Airlines and 
Continental Airlines (2010), 
Southwest Airlines and 
AirTran Holdings (2011) and 
American Airlines and US 
Airways (2013). 
Filling in the airplanes as 
much as possible to enhance 
load factors and efficiency is 
no longer exclusive of low-
cost carriers. 
Economies of scale arise 
through these mergers and 
acquisitions, enabling airlines 
to reduce overheads and to 
enjoy from synergies related 
with both overlapping routes 
and reduced competition. 
 
 








Southwest Airlines Co.: An Overview 
Founded by Rollin King and Herb Kelleher in 1967, and initially created as an 
intrastate carrier due to the strict regulation at the time, Southwest Airlines Co. 
was shaped to take advantage of the lack of capacity of major airlines within 
Texas biggest cities.  
With insufficient seats and subsequent high fares practiced in that specific 
market, and taking advantage of Boeing’s overproduction and hence more 
competitive aircraft prices at the time, the company implemented a strategy of 
costs that were low enough to enable it to set lower prices than the cost of 
driving over the same route. Also, turnaround times were highly minimized in 
order to perform the desired number of flights per day with the few airplanes 
available within the fleet, requiring that employees did whatever necessary to 
prepare the airplane for the next flight in the shortest period of time possible. 
Currently with more than 52,000 employees and operating on average more 
than 3,400 departures per day, Southwest Airlines Co. was the pioneer of the 
aviation low-cost model. It not only implemented a no-frills service, since the 
low fares practiced could not support extra services such as on-board meals, 
but was also the first company worrying about a more efficient fleet utilization, 
applying the strategy of using a single type of aircraft and minimizing 
turnaround times. Actually, it has been a major inspiration to other low-cost 
carriers, with its business model replicated by many other companies across 
the world, as is the case of european EasyJet and Ryanair.  
Several legacy carriers in the U.S. tried to launch a low-cost service based on 
Southwest Airlines Co. business model, opening low-cost subsidiaries, but all of 
them failed. While removing extra services and amenities and using a single 
type of aircraft was something relatively easy for them to implement, they could 
not deal with employees in the same way as Southwest Airlines Co., turning out 
to be impossible for them to achieve the same labour productivity and aircraft 
turnaround efficiency. Even ultra low-cost carriers, which have been able to 
establish in the market with a relative success, are much smaller and end up 
operating in niches that do not directly compete with Southwest Airlines Co.. 
Southwest Airlines Co. stock price ranged between $33.96 and $51.42 during 
the last 52 weeks, with an average of $42.40 per share. Actually, the last years 
have been particularly favourable to the company, with the value of its stock 
increasing considerably since the beginning of 2014, rising from $18.84 as of 
December 2013 to $49.84 as of December 2016. For this contributed both the 
A culture of promoting the 
employees well-being was 
implemented from the 
beginning, paying them 
industry competitive wages 
and developing a strong team 
effort, with pilots often 
helping on the cleaning of the 
aircraft and on the 
transference of luggage 
during turnarounds, for 
instance. 
No legacy carrier was able to 
successful maintain a low-
cost subsidiary for more than 
four years: Continental 
Airlines with Continental Lite, 
Delta Air Lines with Delta 
Express and Song, US 
Airways with MetroJet and 
United Airlines with United 
Shuttle and Ted are examples. 
 
 








deregulation of the market, with the abolishment of the Write Amendment, and 
the mentioned overall expansion and profitability of the industry in recent years.  
The company performed not only better than the market, represented by the 
S&P 500, with a cumulative return in the last three years6 of 112% against the 
51% of the S&P 500, but also considerably better than the overall aviation 
industry, with the NYSE ARCA Airlines Index7 presenting a cumulative return of 
only 23% in the same period.  
 
Shareholder Structure 
With 616 million shares outstanding as of December 2016, Southwest Airlines 
Co. shareholder structure is mainly composed by institutional investors holding 
an ownership of approximately 76%, with Primecap Management Co., 
Vanguard Group Inc. and Fidelity Management & Research Co. being the 
largest participants. Within the referred institutional investors, the largest part 
corresponds to investment firms, followed by hedge funds, pension funds and 
banks, the latter at a much lower scale.  
The company granted restricted stock units to part of its employees through 
several share based compensation plans, with a total of 60 million shares 
reserved for issuance under the employee equity plans as of December 2015, 
having around 822 thousand stock options outstanding with a weighted 
average exercise price of $13.448.  
Listed in the New York Stock Exchange, Southwest Airlines Co. has been 
returning large amounts of value to its shareholders – since 2010, and both 
through share repurchases and dividend payments, the company returned 
about $4.3 billion to investors.  
 
Strategic Positioning 
With the mentioned consolidation of the market, almost all airports are now 
dominated by just a few players, acting to highly reduce competition across 
companies. However, and mainly due to the huge focus of carriers on costs, as 
well as to the recently improved economic conditions and profitability, the airline 
                                                 
6 Monthly returns from December 2013 onwards are used.  
7 The NYSE ARCA Airlines Index is an “equal-dollar weighted index designed to measure the performance of highly capitalized and liquid 
international airline companies”, constituting a proxy for the U.S. aviation market.  















Figure 3. Southwest Airlines Co. 
Shareholder Structure – Institutional 
Investors 











Figure 4. Southwest Airlines Co. 
Shareholder Structure – Institutional 
Investors by Type 





Figure 2. Southwest Airlines Co. - 
Shareholder Structure  
Source: Thomson Reuters (as of 5-Jan-2017) 
 
 








industry is still characterized by high levels of competition, and Southwest 
Airlines Co. faces threats from other airlines on almost all of its routes, being 
American Airlines, Delta Air Lines and United Airlines, the other largest U.S. 
airlines, its key competitors.  
Regarding dimension, Southwest Airlines Co. is only below Delta Air Lines with 
respect to market capitalization, with $31,500 million against $37,200 million as 
of January 2017. Regarding ASM and RPM, it shows up in the top 4, but below 
the three legacy carriers considered. Furthermore, there is a great discrepancy 
between the four major companies and the others, with the latter presenting a 
market capitalization between $2,800 million and $10,800 million and much 
lower ASM and RPM under the same periods. 
In terms of market share, Southwest Airlines Co. dominated more than 18% of 
the market in 2015, closely followed by its referred main competitors - together, 
the four main airlines had a market share of more than 65%. Ultra-low-cost 
carriers, on the other hand, jointly shared a much lower portion of the industry 
in the same period, with Alaska Air and Spirit Airlines jointly dominating only 
about 7% of the market.  
Despite playing an important role within the market, acting to increase 
competition and promoting lower fares, ultra low-cost carriers only dominate a 
small part of the sector and are not able to directly compete with the main 
players of the market, not only due to their lower scale, but also to their target 
passengers. As they have a completely different business model than legacy 
carriers, it turns out to be difficult for them to capture customers from flag 
airlines, which usually look for a more premium service. At a lower extent, and 
despite applying a low-cost strategy as well, Southwest Airlines Co. also offers 
a different service, with some of the amenities of legacy carriers but lower 
prices - again, making it difficult for these ultra low-cost carriers to become real 
threats to the four main companies constituting the oligopolistic sector. Even 
when considering the expected future increase in the number of passengers 
carried, it is not likely that ultra low-cost carriers significantly increase their 
share of the sector, since the market leaders, with their established and well-
defined business modes, can easily and aggressively counteract to any attempt 
of further decreasing prices. 
Instead of the hub-and-spoke service provided by many carriers in the U.S., 
under which companies have one or more hubs from which their flights have to 
go through before leaving for smaller selected destinations, Southwest Airlines 
Co. mainly provides a point-to-point service. This allows for more direct nonstop 
















Figure 6. U.S. Aviation Industry – Market 
Share (as of Dec-2015) 
Source: Statista 
Figure 5. U.S. Aviation Industry – ASM, 
RPM and Market Capitalization (in billions 
and $ billions, respectively) 
Source: Thomson Reuters (as of 5-Jan-2017) 
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such a complex interconnected system, and decreasing passenger travel times 
and the probability of delays. Besides, the company becomes better able to 
perform more frequent flights at lower fares, as well as to minimize the time that 
the aircraft is on the ground in less congested airports, decreasing turnarounds, 
all leading to a higher level of asset utilization, productivity, efficiency and 
customer satisfaction.  
Also, it has been participating on airport improvement projects, consisting on 
the construction of new facilities and on the modernization of existing ones. 
Despite entering into funding agreements both to, on one hand, finance the 
projects, and to, on the other hand, be reimbursed by the effective owners of 
the facilities, the company does not expect to have significant impacts on its 
resources and financial position. In that sense, Southwest Airlines Co. is able to 
create better conditions within the infrastructures in which it runs its business 
without major capital obligations. 
The modernization of the fleet through the incorporation of the Boeing 737-800 
and the consequent increase in the number of seats has enabled the company 
to serve long-haul routes at a lower cost, facing higher levels of demand on 
gate-restricted airports without having to increase the number of flights 
performed. Also, with these new airplanes, the company is able to reduce both 
the maintenance costs related to aircraft and the fuel expenses.  
Southwest Airlines Co. revenues are, as in almost every airline in the world, 
characterized by a degree of seasonality, with demand for air travel and hence 
revenues and load factors being generally higher during the summer months of 
the second and third quarter of the year. 
In a market in which legacy carriers usually rely mostly on the sale of tickets to 
generate profits while low-cost carriers tend to bet on ancillary revenues to 
complement its business model, Southwest Airlines Co. differentiates itself from 
competitors by including many services on its low price tickets. By not charging 
extra fees on items such as seat selection and snacks, it ends up gaining a 
competitive advantage over other companies.  
Actually, it presents a percentage of ancillary revenues, based on total 
operating revenues generated, similar to those of its main competitors, which 
are legacy carriers, but a lower average passenger yield, characterizing the 
lower ticket prices it charges. On the other hand, it presents a higher average 
yield but a considerably lower dependence on ancillary revenues than the ultra-
low-cost carriers of the market. This fits in the company’s primary goal of 
maximizing load factors by transporting the maximum possible number of 
passengers in each flight, even if it comes at the expense of a lower fare.  
Southwest Airlines Co. is 
currently participating in four 
airport improvement projects: 
it is rebuilding the facilities of 
the Dallas Love Field Airport 
and modernizing terminals in 
the Fort Lauderdale-
Hollywood International 
Airport, Houston William P. 
Hobby Airport and Los 
Angeles International Airport, 
with new gates and upgrades 
to existing security 












Total Revenue Load Factor
Figure 7. Seasonality of Revenues – Total 
Revenues ($ million) and Load Factor (%) 
Source: Southwest Airlines Co. Annual Reports 
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Figure 8. Ancillary Revenues (% of Total 
Revenue) and Passenger Yield per RPM, 
as of Dec-2015 
Source: Statista and Companies Annual Reports 
Legacy carriers presented 
ancillary revenues of between 
9% to 16% of total revenues 
and yield per RPM between 
15.6 and 16.6 during 2015, and 
low-cost carriers between 
20% and 43% and 11.9 to 15.7, 
respectively, during the same 
period. Southwest Airlines Co. 












Southwest Airlines Co. has two major components of operating costs, namely 
salaries and fuel expenses, jointly responsible for 65% of the company’s total 
costs in 2015. Maintenance expenses and landing fees, on the other hand, tend 
to have a lower impact on its overall costs, both due to the use of a single 
model of aircraft in the first case, and to the fast turnarounds performed at 
airports in the latter.  
Having on average lower unit costs than its three main competitors, the cost 
structure of the company is what better differentiates it and enables it to 
profitably charge low fares. Actually, total costs per Available Seat Mile (CASM) 
are the lowest among the U.S. largest carriers, both including and excluding 
fuel costs, with only ultra-low-cost carriers being able to surpass the company’s 
low average expenses.  
This constitutes a major challenge for Southwest Airlines Co., in the sense that 
it must have the ability to efficiently manage and control its costs to remain 
profitable, which turns out to be especially hard regarding its two major cost 
responsibilities, salaries and fuel. Due to the high level of uncertainty and lack 
of absolute control over these costs, the company is faced with the need of 
having a higher degree of flexibility over the other types of expenses, so that it 
is able to counteract to abrupt and unexpected changes, for instance, in oil 
prices.  
By entering into over-the-counter fuel derivative contracts and continually 
controlling and adjusting its fuel hedge portfolio, the company is better able to 
manage the risk associated with significant changes in energy prices. This is 
not, however, as straightforward as it may seem at a first glance due to the lack 
of a reliable forward market for jet fuel beyond two years, forcing the company 
to correctly estimate the future prices of the commodity and to adjust the 
hedging portfolio so that it better fits its needs9. By 2015, with about 15% of its 
fuel consumption covered by these contracts, and around 20% in 2016, 
depending on where market prices settle, the company is known for hedging 
more of its fuel consumption than its peers.  
The hedging strategy of overall carriers10, however, is rapidly changing due to 
the currently weak oil prices. Airlines came to a point in which the risks 
associated with hedging end up not compensating its potential benefits, 
especially when considering that the short-term forecast predicts stable and 
                                                 
9 Under its hedging strategy, Southwest Airlines Co. uses WTI crude oil, Brent crude oil and refined products such as heating oil and 
unleaded gasoline. 
10 Asian and european airlines tend to rely more heavily on hedging, since they usually have to spend U.S. dollars to buy fuel but collect 
their revenues in other, and recently weaker, currencies. Even saying so, and due to the large losses they had in the last few years, even 


















Figure 9. Operating Expenses by Type (% 
of total), as of Dec-2015 
Source: Southwest Airlines Co. Annual Report 
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Figure 10. Total Costs per ASM (excluding 
and including fuel costs), as of Dec-2015 
Source: Companies Annual Reports 
With total CASM among low-
cost carriers between 7.7 and 
10.8 for 2015 and between 
12.9 and 13.3 for the three top 
legacy carriers during the 
same period, Southwest 
Airlines Co. presents a total 
CASM of 11.2. 
 
 








relatively low fuel prices. Also, and this stands up as extremely important on 
Southwest Airlines Co. strategy, aircraft is being replaced by much more fuel 
efficient equipment, which combined with the overall industry profitability of the 
last years makes airlines less vulnerable to possible changes in fuel prices.  
At a lower extent, the company also enters in interest rate swap agreements, 
so that it locks in a fixed interest rate for its floating interest rate loan 
agreements, reducing the natural volatility associated with its net interest 
expenses.  
Despite the launch of its international service in 2014, and the great 
opportunities that foreign markets can present to the company, almost the 
entire volume of Southwest Airlines Co. s is attributable to domestic operations, 
a fact that is expected to be maintained in the future, with a steady international 
growth.  
Primarily based on an organic growth strategy, Southwest Airlines Co. 
performed few acquisitions through its history. However, both the 1993 
acquisition of Morris Air and, more recently, the 2011 acquisition of AirTran 
Holdings Inc., enabled the company to take advantage of complementary 
routes and opportunities to geographically expand into other regions. AirTran 
acquisition, which is currently completely integrated, was particularly important 
to the company, leading to an accelerating expansion into the U.S. and entry 
into international markets, as well as to the establishment of the largest 
domestic airline based on the number of passengers flown by eliminating one 
of its leading rivals within the low-cost segment11.  
 
Risks and Contingencies 
Risks regarding potential competition from european low-cost carriers arise, in 
the sense that many of these companies are considering the idea of starting 
operations in the attractive transatlantic routes. This has been thought for many 
years, with several failed attempts, but it could end up constituting a threat for 
american airlines. Southwest Airlines Co., however, is not expected to be 
affected by this possible future reality, both since it only operates domestically, 
with almost negligible foreign revenues and no plans to aggressively expand 
internationally, especially into transatlantic markets, and because it would be 
extremely hard or even impossible for outsiders to directly compete with a low-
                                                 
11 More specifically, the acquisition of AirTran Holdings enabled Southwest Airlines Co. to guarantee a strong presence in Atlanta, a large 
city at which the company did not operate and that constituted AirTran’s principal hub, allowing it to directly compete with Delta Air Lines 





Figure 11. Southwest Airlines Co. - 












cost carrier that is not only fully established in the U.S. airlines market, but also 
constitutes one of the four biggest players of the industry.  
Characterized by high fixed costs and unpredictable demand, the airline 
industry is highly sensitive to business cycles and changes in economic 
conditions. While short-haul passengers can easily replace air travels by 
surface means of transport and business passengers may use videoconference 
and similar systems as an alternative, unfavourable economic conditions may 
prevent the company to adjust fares when fuel prices, or other general costs, 
increase. 
With fuel expenses representing more than 25%12 of the company’s total 
operating costs in 2015, even a small change in market prices can have a great 
impact on Southwest Airlines Co. profitability. Despite using fuel derivative 
instruments to protect itself from price volatility, the recent extreme changes in 
jet fuel prices evidence its highly unpredictable behaviour and the potential 
danger of this situation for the company. Besides, fuel derivatives may end up 
not providing the right protection against energy price increases, in the sense 
that the company uses several different instruments at different price points, 
which can lead to additional volatility on its earnings. On the other hand, the 
company’s liquidity and overall financial situation could be affected by the 
possible need of additional cash collaterals to be delivered to fuel hedge 
counterparties. As an example, due to the huge drop in oil prices and the 
hedging position of the company at the time, in 2015 it recognized losses of 
$254 million in fuel and oil expenses, with $577 million paid to counterparties. 
Salaries, wages and benefits, on the other hand, constituted about 40% of its 
2015 total operating expenses, with the company having a limited ability to 
control these costs under the terms of its collective-bargaining agreements. In a 
labour intensive sector full of competition in attracting and retaining skilled 
personnel, and with more than 80% of its employees represented by labour 
unions, there is a continued pressure on Southwest Airlines Co. labour costs.  
Furthermore, several litigation processes against the company are under 
consideration in the courts, with respect to possible violations of federal 
antitrust laws, which can potentially lead to high future financial and 
reputational costs.  
 
                                                 
12 Fuel expenses include the fuel costs presented in the Income Statement as operating costs as well as the costs related with the 
company’s hedging activity.  
 
 








Southwest Airlines Co.: Key Value 
Drivers 
Demand: Air Traffic 
 The demand for aviation services, as in any industry, is a key value driver for a 
company’s business. Understanding the future air traffic demand stands up as 
crucial when determining the expected revenues of any airline. By correctly 
predicting demand, the company becomes better able to correctly adjust 
supply, acting to maximize efficiency.  
With a total of 753 million passengers emplaned at U.S. airports in 2014, 
corresponding to both originating and connecting passengers, future demand is 
dependent on local and national economic conditions as well as on the specific 
characteristics of the industry. It is therefore possible to forecast demand at 
specific airports within the country by using regression analysis, mainly with 
fares, region and regional demographics as independent variables.  
Being that said, and having future predicted demand, given by the total future 
enplanements by airport13, it becomes important to understand in which airports 
Southwest Airlines Co. mainly operates. From the total trips that the company 
performs per day, more than 50% are concentrated in ten single airports14, with 
the remaining spread out by the other locations in which the company 
maintains operations.  
Hence, and making the fair assumption that the company will maintain at a 
more or less constant level the proportion of flights it keeps in each airport, both 
since it has no plans to significantly change its current operating strategy and 
because it is highly unlikely that it loses its position in the market, it is 
straightforward to determine the level of enplanements it may expect in each 
future year, from each of the referred airports. The aviation sector is very well 
defined, with the three major legacy carriers having specific hubs in which they 
capture almost the entire market share. Since these airlines are not planning to 
significantly move operations, mainly because they are already established in 
the largest and busiest airports, the perfect situation for their hub-and-spoke 
models, and also because Southwest Airlines Co. bets on several different 
routes along different secondary airports, in line with its point-to-point strategy, 
                                                 
13 Data and research from the Federal Aviation Administration Aerospace Forecast – Fiscal Years 2015-2040.  
14 The ten airports from which the company has the highest number of departures per day are, namely: Chicago Midway, Las Vegas, 





















Figure 12. Southwest Airlines Co. - 
Breakdown of airports by total number of 
departures (% of total), as of Mar-2016 
Source: Southwest Airlines Co. Fact Sheet 
Having each airport total 
enplanements for Southwest 
Airlines Co., the overall 
number of passengers 
expected to be carried by the 
company in each future year 
is combined with the total 
miles expected to be flown, 
and RPM are computed. 
Through the product of RPM 
with the expected passenger 
yield, passenger revenues are 
estimated. 
Total Enplaned Passengers x Total Miles Flown = RPM
RPM X Passenger Yield = Passenger Revenue
 
 








major alterations regarding the airport positioning of each company are not 
expected. 
Regarding the airports that are not considered in the implicit forecast, by further 
considering an average for the total passengers enplaned based on the 
predictions for the overall domestic industry, a proxy is found for Southwest 
Airlines Co. air traffic demand. At this point, forecasts must be adjusted to non-
revenue passengers, which in this specific case correspond to about 17% of 
total enplanements, since those would not contribute for the company’s 
revenue generation. 
 
Supply: Capacity and Capital Expenditures 
Supply is the other key value driver of the business. More precisely, supply in 
the airlines industry is given by the total number of seats available to transport 
passengers along the total distance flown by them, and therefore affected by 
several factors, as is the size of the fleet, the specific size of each equipment, 
the trips flown and the average length per trip.  
As of December 2015, Southwest Airlines Co.’s fleet was composed by a total 
of 704 aircraft, from which 581 were owned by the company and the remaining 
123 were under capital and operating leases. With 129 of its older aircraft being 
completely retired by 2018, it has a plan of purchases of more modern 
equipment for the next years15, with pre-orders to Boeing until 2025, year by 
which the company is expected to have 868 airplanes. Besides, and despite not 
being probable to happen since the company’s purchases are expected to 
correctly fit future demand, it also has options that guarantee the purchase of 
additional equipment in case it needs to.  
There are no expectations regarding possible changes in the number of aircraft 
under capital and operating leases, and hence it is forecasted that Southwest 
Airlines Co. is maintaining its current level of rented equipment, with increases 
in the fleet being justified by a number of airplanes fully depreciated lower than 
the purchases of the company.  
These acquisitions are obviously directly tied with the company’s expected 
future capital expenditures. It is crucial to notice that, despite the high cost 
associated with the purchase of new equipment, usually airlines get very 
                                                 
15 Overall, Southwest Airlines Co. is expected to maintain the Boeing 737 model, simply replacing the Boeing 737-300 and Boeing 737-
500 currently on the fleet by the new Boeing 737 MAX-7 and Boeing 737 MAX-8. Furthermore, acquisitions of the Boeing 737-800 are 
also predicted.  
Southwest Airlines Co. is 
expected to maintain the 
current 50% of total 
departures in the 14 
mentioned airports.  
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Figure 13. Southwest Airlines Co. – Aircraft 
Orders and Options 
Source: Southwest Airlines Co. Annual Report and 
Individual Analysis 
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Figure 14. Southwest Airlines Co. – Aircraft 
and Average Seats per Airplane 
Source: Southwest Airlines Co. Annual Report 
 
 








significant discounts, in this specific case from Boeing, paying a much lower 
price than the listed one. This becomes even more highlighted since Southwest 
Airlines Co. has a very close and old relation with Boeing, with all its fleet 
composed exclusively by the Boeing 737 model for several years, not to 
mention the large number of already pre-ordered equipment, standing up as 
one of the producer’s key customers, if not the most important one. Actual 
prices paid by airlines are not publicly disclosed, which makes it difficult to 
accurately predict the future expenses of the company regarding these 
purchases. However, there is evidence pointing to discounts ranging from 20% 
to 60%, with an average of around 40% per aircraft. In fact, rumours say that 
Southwest Airlines Co. is having access to discounts up to 60% over the listed 
price, given the orders for the Boeing 737 MAX in the next few years. Adopting 




An accurate forecast of revenues is also a key step in the correct determination 
of the company’s fair equity value. Revenues are what mainly drives cash flows 
up, not to mention that almost all the strategic decisions of management, and 
therefore the majority of balance sheet and income statement accounts, are 
directly tied with the expected generation of money. In the case of an airline, 
revenues may be computed as the product between RPM and passenger yield, 
the first representing the total distance travelled by paying passengers and the 
latter the average fare paid per mile. 
RPM are therefore given by total miles flown and total enplaned paying 
passengers, both of which were already discussed above. On its turn, the yield 
must take into account both the average price that the company is expected to 
charge in each year and the expected inflation rate of the overall economy. A 
slightly decrease of the average nominal price it has been historically charging 
is expected for Southwest Airlines Co., on one hand given its low cost structure 
and the increased competition from ultra-low-cost carriers that highlight the 
importance of price competition, and on the other hand since the company is 
expected to act in order to attract more customers, especially under the 
predicted increase in demand and all the pre orders of aircraft already made to 
Capital Expenditures are 
given by the product of the 
number of planes expected to 
be bought and the average 
price per plane, which 
depends on the model 
acquired. 
Figure 15. Southwest Airlines Co. – 
Passenger Revenues ($ million) and Yield 
per RPM 
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Boeing.  Therefore, an overall growth rate of about 1.5%16 is expected for the 
company’s passenger revenue yield, reflecting both the slightly decrease on 
nominal prices and the inflation rate. 
Both capital expenditures and therefore the additional property, plant and 
equipment considered in the company’s balance sheet are forecasted through 
the predictions of ASM. As referred, ASM represent the total capacity of an 
airline to accommodate passengers and constitute the best proxy for supply, 
being calculated as the product of three inputs: the average number of seats 
per airplane, the average aircraft stage length and the total trips expected to be 
flown in each year. 
Given the planned evolution of aircraft within the fleet, the existing and future 
purchase volumes of each Boeing 737 model and their specific characteristics 
regarding size, the computation of the number of seats per airplane is 
straightforward. For Southwest Airlines Co. specific case, there is a higher level 
of aircraft orders in the 2016-2018 and 2023-2025 periods due to the need of 
replacing aircraft that is expected to completely depreciate.  
The average length of trips is expected to grow at steady rates, as has been in 
the historical evolution of the metric. This is due to both a steady establishment 
within the domestic market and a progressive expansion to international 
segments. Hence, and since the company does not plan to aggressively enter 
in any specific market, a 1.3% growth rate in total miles flown is expected to 
correctly capture the average longer flights it will perform to serve its new long 
haul routes. From the same rational, with an increase on the frequency of 
existent flights and the new routes arising from the approach to new markets, 
an equivalent growth rate is expected for the future total number of trips flown. 
Following this rational, and taking into account both the models and quantities 
expected to be bought and the expected price to be paid under the previously 
referred discount from Boeing, capital expenditures are easily computed. 
Overall, the company is expected to spend around $18 billion on aircraft 
purchases until 2025, time by which the fleet is expected to stabilize and capital 
expenditures start corresponding on average to the depreciation of the period.  
ASM figure out as an important input in the forecast model since historically, for 
the overall aviation industry, and excluding the costs associated with fuel and 
                                                 
16 The average cost charged by an airline is dependent on several factors, such as the operating costs of the company and the expected 
future demand, and therefore a regression analysis could be used to forecast the yield. In this particular case, however, since the yield is 
predicted to grow mainly at the expected inflation rate due to the above mentioned factors, inflation is used and adjusted for the marginal 
expected decrease in fares instead of a regression that could lead to statistically significant but economically irrelevant or immaterial 
results, especially under a reduced level of available observations.  
Figure 16. Southwest Airlines Co. – Capital 
Expenditures ($ million) and Aircraft 
Purchases 
Source: Southwest Airlines Co. Annual Report and 
Individual Analysis 
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predicted higher number of 
passengers in each airport, 
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oil requirements, changes in operating expenses are driven by changes in 
ASM, justifying the use of the metric as a basis for the predictions regarding the 
company’s future operating expenses. This happens since the costs associated 
with the operations of the firm are directly tied with its level of capacity; 
independently of completely filling in the airplanes or not, it will have to incur in 
the same costs regarding aircraft maintenance, landing fees and even salaries. 
Actually, this relation has been proved to hold by the analysis of the historical 
ASM and operating costs of the company. Despite this close relation, however, 
it is necessary to understand that while salaries and landing fees are expected 
to show up an upward trend, maintenance expenses are predicted to have the 
opposite behaviour.  
Salaries per ASM are expected to grow at an average of 3% per year, taking 
into account both the expected inflation rate for the economy and the nominal 
increases on payments to employees, in line with the company’s historical 
decisions regarding this topic. This growth rate above the average inflation, 
acting to increase salaries not only in nominal but also real terms, considers 
also the pressure that a highly unionized work force is able to make, with 
Southwest Airlines Co. having a reduced negotiation power than otherwise.  
Landing fees per ASM, on the other hand, are predicted to increase due to the 
higher level of activity of the firm. This is due to the expected increase in the 
total trips flown and the longer average length of flights due to the approach to 
international markets, which necessarily leads to the need of longer 
turnarounds, as well as to the extra competition within existing and new airports 
in which Southwest Airlines Co. is expected to operate and finally to the 
historical performance of these costs. An average yearly 4.5% increase in the 
level of expenses per ASM is therefore predicted.   
Additionally, maintenance expenses are expected to decrease as the older 
aircraft is replaced by new and less maintenance intensive equipment, as has 
been actually happening in the last years in which the company has started this 
modernization process. A decrease of about 4% per year on maintenance 
expenses per ASM is therefore predicted until 2018, time by which Southwest 
Airlines Co. completely finishes the retirement of the referred airplanes. From 
this point onwards, however, and as the fleet gets completely modernized and 
the previously new airplanes start getting older and needing additional 
maintenance, a yearly growth rate of around 4% is expected, based on the 
historical costs of the company. 
Constituting an airline’s largest and most important cost, fuel and oil expenses 






2017 2019 2021 2023 2025 2027
Salaries Maintenance Expenses Landing Fees Others
Figure 17. Southwest Airlines Co. – 
Operating Expenses, excluding fuel and oil 
and depreciation and amortization 
expenses ($ million) 
Source: Southwest Airlines Co. Annual Report and 
Individual Analysis 
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previously described operating expenses, is not based on ASM, since the 
metric would not lead to accurate values due to the volatile nature of jet fuel 
prices. Independently of capacity, a company may have very different expenses 
regarding fuel and predictions are therefore made by weighting the average fuel 
cost by the total fuel consumed in each year.  
The determination of jet fuel prices is probably the most difficult metric to 
accurately forecast. The company is expected to buy jet fuel at the future 
market spot price, but this is not a very much known market, being infrequently 
traded and extremely unreliable. In that sense, forecasts for jet fuel prices 
determined by the research industry are used instead17, with an implicit 
average growth rate of about 5% per year.  
Total fuel consumed, on the other hand, is determined through the expected 
consumption per mile flown, being therefore dependent on the fuel efficiency of 
the fleet, which is expected to increase due to the referred replacement of 
equipment. Being the new Boeing MAX about 14% more fuel efficient than the 
current generation of Boeing 737 models that the company is operating, a 
weighted average efficiency gain is computed for each future year, based on 
the number of each type of airplane within the fleet. Overall, until 2027 
Southwest Airlines Co. is expected to have an annual fuel efficiency gain of 
about 2%.    
Southwest Airlines Co. working capital is considerably negative, driven by the 
large level of payables that the company presents on its balance sheet. This, 
however, is not necessarily an issue given the nature of the industry, 
characterized by having significant amounts of air traffic liabilities - revenues 
from passenger air travel are immediately received when the customer books 
the flight, but only effectively recognized when the service is provided, creating 
an obligation from the company to the client. Specifically in the case of 
Southwest Airlines Co., this corresponded to almost 50% of its total payables in 
2015.  
Regarding positive working capital items, the company presents a majority of 
operating cash, with a much lower proportion of receivables and an almost 
negligible amount of inventories, which once again perfectly fits into the 
industry features.  
Under the assumption that the company will maintain its cash conversion cycle 
in the future, that is, that it will take on average the same time periods to 
convert working capital into effective revenues and costs, which is considered 
                                                 
17 Jet fuel prices used are estimated by the U.S. Energy Information Administration (EIA) – Independent Statistics & Analysis, Short Term 





Source: Southwest Airlines Co. Annual Report 
Figure 18. Southwest Airlines Co. – 
Working Capital ($ million), Dec-2015 
Figure 19. Southwest Airlines Co. – Nature 
of Payables (% of total), Dec-2015 







Figure 20. Southwest Airlines Co. – Nature 
of positive Working Capital (% of total), 
Dec-2015 




















fair enough since its working capital requirements are highly dependent on its 
level of activity, the expectations will be obviously for working capital to present 
larger negative amounts along the forecast period. This is because Southwest 
Airlines Co. is expected to generate a higher level of revenues due to the 
predicted increase in demand, increasing air traffic liabilities without the need of 
significantly increase inventories or operating cash.  
Furthermore, and as discussed above, the company has been entering into fuel 
derivative contracts in order to be less exposed to potential unexpected 
changes on fuel prices, being expected that it reduces its participation in the 
derivatives market due to the recent losses it had to recognize along with the 




Due to the very particular features characterizing the airlines industry, namely 
the high level of capital expenditures required to sustain the business, and the 
comparably low cash generated from operations, companies within the sector 
tend to heavily rely on debt to finance themselves.  
Actually, the proportion of debt in the capital structure of an airline has always 
been high18, but much influenced by the overall economic conditions of the 
country. If in 2008 the global financial crisis acted to increase debt levels, from 
2010 onwards those levels were reduced through the recovery in profitability 
and the enhanced generation of cash flows.  
As could be expected, low-cost carriers tend to have healthier capital structures 
than legacy airlines, with lower levels of net debt mainly justified by the 
approach to more efficient business models with a reduced need for debt 
financing. However, and despite being an important measure for any company, 
a high proportion of debt within the capital structure does not constitute an 
issue unless the company is not able to serve it.  
Southwest Airlines Co. has several types of debt within its capital structure, 
namely banking loans and bonds. Airlines do have a very specific structure of 
debt, heavily relying on capital and operating leases, by which they are able to 
benefit from the use of rented aircraft without incurring in the considerable 
expense of actually buying it. As all its competitors, Southwest Airlines Co. also 
                                                 
18 According to research, between 2005 and 2014, the average level of net debt as a percentage of total capital was about 70%, based 
on listed companies within the USA.  
Figure 21. Southwest Airlines Co. – 
Working Capital Evolution ($ million) 
Source: Southwest Airlines Co. Annual Report and 
Individual Analysis 
For the net debt analysis, both 
on and off balance sheet 
items are considered, that is, 
operating leases are also 
taken into account.  
Representing a commitment 
to pay rentals for the use of 
aircraft, these leases may be 
perceived as a loan, with 
rentals representing the 
interest payments.  
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uses this types of financing mechanisms to operate. However, this is not as 
straightforward as it may seem at a first glance, since while capital leases are 
included within the company’s balance sheet, operating leases are not, 
representing an off-balance sheet item, which may therefore lead to an 
underestimation of the company actual leverage position.  
As of September 2016, Southwest Airlines Co. had a total net debt of 
approximately $5 billion, with about $3 billion, more than 60% of the total, 
corresponding to operating leases, in line with the characteristics of an airline’s 
capital structure discussed above. Specifically, the amount of operating leases 
of a company corresponds to the present value of the future lease payments it 
will have to do in the future, and since Southwest Airlines Co. discloses that 
information, one is only left with the determination of the appropriate discount 
rate to use and it becomes straightforward to get the value of the referred 
leases. This discount rate will naturally correspond to the cost of capital 
associated with the operating leases under consideration, and is detailed in the 
section below.  
Moreover, the company issued different types of bonds, with a total outstanding 
of about $1.8 billion, as well as banking loans and capital leases amounting to 
about $1.5 billion. On the top of it, Southwest Airlines Co. invests its excess 
cash in short-term investments, namely short term securities issued by the U.S. 
Government and certificates of deposit issued by domestic banks. Overall, and 
considering the book value of equity, the company presents a debt to equity 
ratio, as of September 2016, of about 62%. If, on the other hand, its market 
capitalization in the same period is considered, the debt to equity ratio is 
reduced to around 21%.   
Despite having considerable amounts of debt, by making a further analysis it is 
easily concluded that Southwest Airlines Co. is expected to be completely able 
to support its financial obligations in the future. With a forecasted net debt to 
EBITDA19 ratio between 1.8x and 2.5x, the operational activity of the company 
is predicted to totally justify the amounts of debt issued, even taking into 
account off-balance sheet items.  
When comparing the company with the other airlines within the market, it can 
be noticed that it has much lower levels of debt than its three key competitors, 
as well as a much more reduced ratio of net debt to EBITDA, showing up a 
                                                 
19 EBITDAR, which considers earnings before interest, taxes, depreciation, amortization and rental payments, is also widely used across 
the industry as an operating measure, but since operating leases are considered here as financial debt, rent payments are no longer 
taken into consideration as part of the company’s operating expenses – otherwise, those payments would be double counted, first as 
expenses, and afterwards as debt. Being recorded as financial debt, EBITDA and EBITDAR end up corresponding exactly to the same 










Excess Cash Net Debt
Figure 22. Southwest Airlines Co. – Debt 
Structure, Sep-2016 ($ million) 
Source: Southwest Airlines Co. 3rd Quarter Release, 2016 
Figure 23. Southwest Airlines Co. – Net 
Debt ($ million) and Net Debt to EBITDA 
Source: Individual Analysis 
Overall, leases constitute an 
alternative to borrowing 
money to buy the assets, and 
hence lease payments 
become financial expenses 
rather than operating costs. 
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healthier leverage position and a reinforced ability to face its debt obligations20. 
When comparing it, on the other hand, with the other airlines, including ultra-
low-cost carriers, it can be concluded that despite the higher net amount of 
debt, the net debt to EBITDA ratio is considerably lower than most of those of 
the others, only with Alaska Airlines and Allegiant Air showing up a more 
comfortable ratio, largely justified by the much lower scale at which these latter 
operate when compared to Southwest Airlines Co..  
 
Cost of Capital 
The discount rate, given by the weighted average cost of capital (WACC), is 
usually the input within the financial model that more easily leads to changes in 
the fair value of equity. Since it is used to discount each year’s value of 
operations in a perpetuity basis, even very small differences may lead to 
considerable changes in the expected capital gain that ultimately is being 
analysed. An accurate estimation of the cost of capital, with a special focus on 
its heavier components, is therefore crucial. Since the company has different 
sources of funding, as described in the previous section, the cost of capital for 
each of them is computed, and afterwards used to get to the WACC. 
Taking into account the Baa121 credit rating of the company, the type of each 
security as well as their seniority and maturity, the annualized probability of 
default and the loss given default may be determined22. Since both the yield to 
maturity of each bond and the respective amount outstanding constitute 
publicly available information, it becomes straightforward to determine the 
individual cost of debt23 for each of the securities and consequently the 
weighted average cost of debt for the company bonds, leading to a value of 
1.8%.  
A similar approach is used to determine the cost of debt for loans and capital 
leases outstanding. In this case, however, and due to lack of information, the 
yield to maturity must be determined by an indirect method. Given the credit 
rating of the company, the average yield to maturity of a portfolio of similar 
                                                 
20 For the determination of the net debt and net debt to EBITDA ratios of the referred companies, operating leases are treated as a 
financial debt item for all cases.   
21 Southwest Airlines Co. is rated at Baa1 for Moody’s, BBB for Standard & Poor’s and at BBB+ for Fitch, getting an investment grade 
from all the three rating agencies.  
22 Both the probability of default and the loss given default used are taken from Moody’s Annual Default Study: Corporate Default and 
Recovery Rates, 1920-2015. 
23 The cost of debt for each security is given by: Rd = Yield to Maturity – Probability of Default x Loss Given Default. 
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Net Debt Net Debt / EBITDA
Figure 24. U.S. Aviation Industry – Net 
Debt ($ million) and Net Debt to EBITDA, 
Dec-2015 
Source: Companies Annual Reports 
The individual cost of each 
component of debt is 
determined. The cost of 
bonds, loans and capital 
leases, and operating leases 
corresponds to, respectively, 
1.8%, 4.8% and 4.9% Excess 
cash, on the other hand, earns 
interest at a rate of 0.83%. 
 
 








bonds is analysed and used as a proxy for the company’s implied yield24, and a 
cost of debt for loans and capital leases of 4.8% is achieved.  
Following the same rational, the same yield was used for the determination of 
the cost of debt related with operating leases. Furthermore, and given that 
operating leases have similar claims to those of secured debt holders, a cost of 
debt for operating leases of 4.9% determined.  
Regarding the excess cash that the company records as short term 
investments, and since those are invested mainly in Government bonds, the 1-
year U.S. Treasury bill was used as a proxy, corresponding to 0.83% as of 
January 2017. These short term investments can be viewed as negative 
financial debt, justifying its consideration when computing the value of net debt 
and the WACC. 
Finally, the cost of equity must be determined, which in the case of Southwest 
Airlines Co. stands out as key since equity has a much higher proportion on 
total capital than does debt. The capital asset pricing model (CAPM) is used25, 
and hence one must determine a proxy for the risk free rate, market risk 
premium, and a company specific risk factor adjustment, in this particular case 
given by beta.  
For the risk free rate, the U.S. 10 year Treasury bond26 is used as proxy. Since 
every possible investment has some associated risk, it becomes impossible to 
get a truly risk free rate, being usually approximated by reference to the yield 
on long term debt securities issued by healthy governments, as is the case. As 
of January 2017, the risk free rate corresponds to 2.4%.  
Regarding the market risk premium, representing the average return required 
by investors to invest in a more volatile asset than the risk free, a value of 
6.25% is considered. If on one hand this is the average market risk premium 
considered by several research studies27, on the other hand it corresponds to 
                                                 
24 Given Southwest Airlines Co. credit rating, the Moody’s Baa Corporate Bond Yield was used as a proxy for the company’s yield to 
maturity, consisting on a composite yield of all the companies rated at Baa by Moody’s. Specifically, an average of the last 3 years was 
used in order to have a range of observations large enough to get rid of potential volatility issues.  
25 Literature broadly agrees that the CAPM constitutes the most reliable method on the estimation of the cost of equity, especially under a 
WACC scenario, which is the case. 
26 Theoretically, the 30 year Treasury bond could be a more appropriate proxy, since projections are being made in perpetuity. However, 
these bonds are highly illiquid, often leading to inaccurate prices and yield premiums, and therefore the 10 year Treasury bond should be 
used instead.  
27 Based both on Damodaran research studies and on KPMG’s Equity Market Risk Premium – Research Summary (July 2016). It is 
assumed that, if the level of risk aversion of overall investors has remain stable over the past 100 years, then historical market risk 
premiums constitute a reasonable expectation for future excess returns over the risk free.  
 
 








about the same value if the difference between the average return of the 
market28 and the risk free is considered.  
In a trial to improve the estimate, Southwest Airlines Co. beta calculation 
involves several steps. By regressing the stock returns against the market 
returns29, the raw beta of the company is determined, currently standing at 
0.91. Using the same approach to industry comparables30, and unlevering31 
each of the betas by the respective company market debt to equity ratio, a 
median32 for the unlevered industry beta is derived, with a value of 0.64. By 
relevering the industry beta under the company target debt to equity ratio, at 
market values, of 18%, a levered beta for Southwest Airlines Co. of 0.76 is 
achieved. Overall, Southwest Airlines Co. cost of equity corresponds to 7.1%.  
Weighting each of the described rates, with an average cost of debt of 4.0% 
and a cost of equity of 7.1%, and given the high proportion of equity relatively to 
debt, the WACC for the company is estimated at 6.6%. 
 
Terminal Value 
Constituting a large part of a company’s overall equity value, the terminal value 
stands up as a key component of any forecast financial model. In Southwest 
Airlines Co. specific case, implicit forecasts were made until 2027 since the 
company is expected to stabilize at this point in time, mainly due to an accurate 
match between demand and supply.  
As stated, the company has pre orders of aircraft to Boeing until 2025, time by 
which the fleet is expected to remain steady, with purchases of new equipment 
from that point onwards primarily related with the retirement of old airplanes. 
With the maintenance of a constant capacity across the fleet, two further years 
are expected to be needed in order for the company to fully incorporate it into 
the business. By 2027, Southwest Airlines Co. is expected to show up a load 
                                                 
28 The S&P 500 is considered as a proxy for the market portfolio, with three years of observations.  
29 The regression analysis is performed with 60 observations of monthly returns within the last five years, since the use of more frequent 
data could lead to systematic biases. Constituting a well-diversified portfolio, the S&P 500 is once again used as a proxy for the overall 
market. 
30 Delta Air Lines Inc., American Airlines Group Inc., United Continental Holdings Inc., Spirit Airlines Inc., Hawaiian Holdings Inc. and 
Alaska Air Group Inc. used as comparables.  
31 Since debt betas are usually very low due to a higher degree of seniority of debt claims, the unlevered beta is computed under the 
assumption that debt beta is zero. Also, since the company is expected to maintain a constant capital structure, the beta of tax shields is 
assumed to be equal to the beta of the unlevered company, in the sense that tax shields will vary accordingly to changes in operating 
assets. The unlevered beta is therefore calculated as Beta (unlevered) = Beta (levered) * (1 + Debt-to-Equity Ratio).  
32 Sample averages are usually highly influenced by outliers, and therefore a median for the unlevered betas is used instead. 
Knowing that no company in 
the world has a true 
comparable, some different 
airlines were considered in 
the sample used to improve 
the estimation of Southwest 
Airlines Co. beta. This ends 
up being supported by the 
financial theory, which states 
that in the long run the 
specific risk of a firm will tend 












factor of approximately 93%, a record not only for the company, but also for the 
overall industry.   
With both demand and supply growing at very steady rates and given their 
almost perfect match, the company’s key value drivers are expected to 
stabilize, consequently leading to a stabilization of revenues, costs and capital 
expenditures as well. With an expected constant overall growth rate, and 
reflecting the assumption that the company operates endlessly, a perpetuity 
formula may be applied from 2027 onwards.   
The growth rate within the airlines industry has been considerably high in 
recent years, driven by both the low oil prices that enable considerable cost 
savings and the strong levels of demand for air travel that act to enhance 
revenues. This, however, is not expected to be kept indefinitely, as is not the 
competitive advantage that Southwest Airlines Co. is facing, with other large 
U.S. airlines being also expected to keep on with their healthy operating and 
financial situations.  
Being that said, the growth rate in perpetuity, which constitutes other key input 
in a valuation model, is projected to correspond to the 2% average future 
expected inflation rate for the U.S. economy. As stated, the high recent growth 
rates are not expected to hold for a very long period and, on the other hand, by 
analysing the previsions for operating income and invested capital of the 
company it can be concluded that this 2% do actually correspond to the 
average growth implicit in the forecast period, and therefore it is considered that 
the growth rate will converge to this value, constituting evidence for its use in 
perpetuity.   
 
Equity Value 
Southwest Airlines Co. cost of equity is computed under the Discounted Cash 
Flow (DCF) model, through the determination of the present value of the 
company value of operations discounted by the market value of non-operating 
items and net financial debt. Also, and given the company current capital 
structure, the assumption that it will maintain a constant market debt to 
enterprise value ratio of 15% is incorporated into the model.  
It is expected that Southwest Airlines Co. is valued at $38.7 billion by the end of 
2017, with an implied value per share of $62.83 and a correspondent capital 
gain of 24%, taking into account both the 23% increase in stock value and the 
$0.50 expected cash in for shareholders during the period.  
 
 
















Using a multiples approach, one can get to an average industry EV to EBITDA 
multiple of 7.2, an EV to EBIT of 8.8 and an EV to total revenues of 1.8. 
Applying these value to Southwest Airlines Co., an average Enterprise Value of 
$36.7 billion is reached, with an implicit share price of $50.66, in line with the 
company's stock price of $51.23 as of January 2017, suggesting that overall the 
market is correctly pricing the airline. Multiples, however, have several 
drawbacks and usually lead to an over simplified analysis, in the sense that 
despite tending to the industry average in the long term, no company can be 
truly compared to another one, making it hard to take any detailed conclusions 
regarding future expectations. 
 
Sensitivity Analysis 
Southwest Airlines Co. share price is influenced by several factors, detailed 
along the present report. Despite the careful estimations included in the 
financial model when determining the company fair equity value, there is a lot of 
uncertainty characterizing the industry and the overall economy. Hence, no 
forecast can be considered to be absolutely correct in predicting the future, 
justifying a sensitivity analysis to more accurately conclude regarding the value 
of the company. 
The key inputs on the valuation model are therefore tested, namely the jet fuel 
price, the Boeing aircraft discounts, the forecasted demand represented by 
RPM, the average fare represented by the passenger yield, and the WACC and 
growth rate applied in the terminal value. Jet fuel prices are tested in a range 
between -20% and +20% of the forecasted value, taking into account both 
operating and hedging costs, and Boeing aircraft discounts between 30% and 
50%. Regarding the growth rate of enplaned passengers and the growth rate of 
passenger yield, a range between -1% and +1% of the forecasted growth rates 
Figure 25. Fair Equity Value, Dec-2017 










Enterprise Value Net Debt Equity Value
2,0% 3,0% 4,0% 5,0% 6,0%
5,0% 4,5% 4,6% 4,8% 4,9% 5,0%
6,0% 5,4% 5,5% 5,6% 5,7% 5,8%
7,0% 6,3% 6,4% 6,5% 6,6% 6,7%
8,0% 7,1% 7,2% 7,3% 7,5% 7,6%




The WACC is tested for 
variations on both the cost of 
debt and equity. For an 
interval between 3% and 5% 
for the cost of debt and 
between 6% and 8% for the 
cost of equity, the WACC is 
determined to be between 
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Figure 26. U.S. Aviation Industry –  
EV / EBITDA, EV / EBIT and  
EV / Revenues 
Source: Companies Annual Reports 
 
 








is tested. Furthermore, the WACC is considered between 5.5% and 7.5% and 
the terminal value growth rate between 1% and 3%.  
Results show that the aircraft discounts, despite being extremely important in 
the determination of the company capital expenditures, have little effect on the 
overall stock price. At a lower extent, changes in the WACC and in the 
perpetuity growth rate also lead to acceptable changes in the stock price. On 
the other hand, jet fuel prices and the expectations of demand and fares have 
considerably high impacts on the company value, which was already expected 
given the type of industry under consideration and the relevance that these 
inputs have to revenues and costs.  
Overall, and under the considered ranges, the stock price could vary between 
$9.6 per share and $121.5 per share through the referred changes on the 
passenger yield. It is important to notice, however, that these scenarios are not 
currently expected in the future, based not only in the constructed model but 
also on research papers and forecasts regarding the U.S. aviation industry in 






























Figure 27. Sensitivity Analysis 
Source: Individual Analysis 
 
 








Financials and Key Performance Indicators 
 
Consolidated Balance Sheet 
2016F 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F 2025F 2026F 2027F
ASSETS
Current Assets
Cash Equivalents 1.419 1.510 1.607 1.710 1.819 1.936 2.060 2.192 2.332 2.481 2.640 2.810 
Short Term Investments 1.396 1.485 1.580 1.681 1.789 1.903 2.025 2.155 2.293 2.440 2.596 2.763 
Receivables 591 619 644 690 743 805 860 917 966 1.029 1.078 1.137 
Inventories 399 431 451 495 530 577 606 625 648 692 737 766 
Total Current Assets 3.805 4.045 4.282 4.575 4.882 5.221 5.552 5.889 6.239 6.642 7.052 7.476 
Property and Equipment
Flight Equipment, at cost 21.651 24.821 26.601 27.413 28.170 29.082 30.072 32.316 35.022 37.662 39.023 40.488 
Other Property and Equipment, at cost 4.320 4.272 4.424 4.708 5.110 5.579 6.096 6.365 6.587 6.829 7.225 7.646 
Allow ence for depreciation and amortization 9.987 10.936 12.040 13.201 14.358 15.503 16.648 17.804 19.051 20.412 21.877 23.360 
Total Property and Equipment, net 15.985 18.156 18.985 18.919 18.922 19.159 19.520 20.877 22.558 24.079 24.371 24.775 
Other Assets 1.426 1.456 1.487 1.520 1.555 1.593 1.632 1.675 1.720 1.768 1.819 1.874 
Derivative Contracts 124 133 144 162 180 201 215 222 230 237 239 238 
Total Assets 21.339 23.790 24.897 25.177 25.538 26.174 26.920 28.663 30.747 32.727 33.481 34.362 
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities
Payables 4.731 5.045 5.361 5.758 6.121 6.570 6.985 7.401 7.843 8.314 8.764 9.215 
Total Current Liabilities 4.731 5.045 5.361 5.758 6.121 6.570 6.985 7.401 7.843 8.314 8.764 9.215 
Non-Current Liabilities
Deferred Income Taxes 2.335 2.358 2.341 2.421 2.471 2.491 2.509 2.496 2.469 2.438 2.433 2.443 
Other Non-Current Liabilities 1.384 1.451 1.523 1.605 1.684 1.779 1.868 1.955 2.054 2.157 2.256 2.354 
Total Non-Current Liabilities 3.719 3.809 3.864 4.026 4.155 4.270 4.377 4.451 4.523 4.596 4.689 4.797 
Derivative Contracts 245 263 285 321 355 397 426 439 456 469 473 472 
Short Term and Long Term Debt 4.464 5.474 6.333 7.023 7.696 8.349 9.022 9.828 10.678 11.502 12.104 12.647 
Total Liabilities 13.158 14.591 15.842 17.129 18.328 19.587 20.810 22.120 23.501 24.881 26.031 27.131 
Stockholders' Equity 8.181 9.199 9.055 8.048 7.211 6.587 6.110 6.543 7.247 7.846 7.450 7.232 
Total Liabilities and Stockholders' Equity 21.339 23.790 24.897 25.177 25.538 26.174 26.920 28.663 30.747 32.727 33.481 34.362 
Consolidated Balance Sheet (in $ millions, as of December 31, 20XX)
 
 
Consolidated Income Statement 
2016F 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F 2025F 2026F 2027F
OPERATING REVENUES
Passenger 18.108 19.275 20.516 21.837 23.244 24.741 26.334 28.030 29.836 31.757 33.803 35.980 
Other Operating Revenues 920 970 1.025 1.081 1.144 1.211 1.280 1.351 1.427 1.507 1.591 1.684 
Total Operating Revenues 19.028 20.245 21.541 22.918 24.388 25.951 27.614 29.382 31.263 33.264 35.394 37.664 
OPERATING EXPENSES
Salaries, Wages and Benefits 6.846 7.411 7.917 8.403 8.860 9.466 10.047 10.733 11.465 12.247 12.999 13.797 
Fuel and Oil 4.450 4.776 5.184 5.842 6.463 7.225 7.752 7.990 8.294 8.529 8.607 8.581 
Maintenance Materials and Repairs 998 1.002 994 1.061 1.126 1.210 1.293 1.389 1.494 1.605 1.714 1.831 
Landing Fees and Other Rentals 1.263 1.383 1.496 1.607 1.715 1.854 1.991 2.153 2.328 2.517 2.703 2.904 
Depreciation and Amortization 903 950 1.103 1.162 1.156 1.145 1.146 1.156 1.247 1.361 1.465 1.483 
Other Operating Expenses 2.348 2.489 2.604 2.706 2.793 2.922 3.036 3.175 3.321 3.473 3.609 3.750 
Total Operating Expenses 16.807 18.012 19.298 20.781 22.113 23.821 25.264 26.597 28.149 29.733 31.098 32.345 
OPERATING INCOME 2.221 2.233 2.243 2.138 2.275 2.130 2.350 2.785 3.114 3.532 4.296 5.319 
OTHER EXPENSES (INCOME)
Interest Expense 73 115 150 177 199 219 239 260 285 312 338 358 
Interest Income 12 12 12 13 14 15 16 17 18 19 20 22 
Total Other Expenses (Income) 60 104 137 164 185 204 223 243 267 293 318 336 
INCOME BEFORE TAXES 2.161 2.129 2.105 1.974 2.090 1.925 2.127 2.542 2.847 3.239 3.978 4.983 
PROVISION FOR INCOME TAXES 818 806 797 747 791 729 805 963 1.078 1.226 1.506 1.887 
NET INCOME 1.342 1.323 1.308 1.226 1.299 1.196 1.321 1.580 1.769 2.013 2.472 3.096 




Source: Individual Analysis 
Source: Individual Analysis 
 
 








Consolidated Map of Cash Flows 
2016F 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F 2025F 2026F 2027F
EBIT 2.221,0 2.232,7 2.242,7 2.137,7 2.274,8 2.129,9 2.349,6 2.785,0 3.114,2 3.531,6 4.296,4 5.318,9
Notional Income Taxes (777,3) (781,4) (784,9) (748,2) (796,2) (745,5) (822,4) (974,7) (1.090,0) (1.236,1) (1.503,8) (1.861,6)
Tax Adjustments (61,9) (61,0) (60,3) (56,6) (59,9) (55,2) (61,0) (72,9) (81,6) (92,8) (114,0) (142,8)
NOPLAT 1.381,7 1.390,2 1.397,4 1.332,9 1.418,7 1.329,3 1.466,3 1.737,4 1.942,7 2.202,7 2.678,7 3.314,5
Depreciation and Amortization 902,5 949,8 1.103,4 1.161,6 1.156,2 1.144,9 1.145,9 1.155,7 1.246,8 1.360,9 1.465,0 1.482,7
Gross Free Cash Flow 2.284,2 2.340,1 2.500,8 2.494,5 2.574,9 2.474,2 2.612,2 2.893,0 3.189,5 3.563,7 4.143,6 4.797,2
[-] Net Capex (1.663,0) (3.419,9) (2.039,0) (1.074,0) (975,6) (1.160,3) (1.302,8) (2.621,8) (3.081,3) (3.033,7) (1.750,5) (1.892,6)
[-] Change in Net Working Capital 177,9 (59,2) (62,1) (54,6) (94,8) (71,9) (84,2) (86,5) (93,1) (125,8) (143,4) (156,9)
[-] Change in Other Operating Assets 614,1 255,6 61,8 (71,6) (233,8) (278,2) (259,9) 51,9 90,9 86,0 (72,7) (61,9)
[+] Change in Other Operating Liabilities (1.470,0) 318,7 339,1 373,7 369,3 426,3 410,5 413,5 455,6 477,1 470,9 477,4
Operating Free Cash Flow (56,8) (564,7) 800,7 1.668,0 1.639,9 1.390,2 1.375,9 650,1 561,7 967,2 2.647,9 3.163,2
[+] Change in Deferred Income Taxes (154,8) 23,1 (17,7) 80,2 50,5 19,2 18,8 (12,9) (27,0) (31,3) (5,2) 9,8
Change in Derivative Contracts (in cash) (571,8) 8,9 11,1 17,9 16,9 20,7 14,4 6,5 8,3 6,4 2,1 (0,7)
Change in Postretirement Benefit Plans (in cash) (16,0) (16,0) (16,0) (16,0) (16,0) (16,0) (16,0) (16,0) (16,0) (16,0) (16,0) (16,0)
Free Cash Flows available for Investors (799,4) (548,8) 778,1 1.750,1 1.691,2 1.414,1 1.393,0 627,7 527,0 926,3 2.628,8 3.156,2
[-] Net Interest (60,4) (103,8) (137,4) (163,9) (184,7) (204,5) (223,0) (242,9) (267,1) (292,6) (318,0) (336,0)
[+] Tax Shields 21,1 36,3 48,1 57,4 64,6 71,6 78,1 85,0 93,5 102,4 111,3 117,6
[+] Change in Financial Debt 1.358,0 920,9 763,6 589,7 564,9 538,7 550,4 676,3 712,2 677,1 445,6 376,9
[+] Change in Equity (in cash) (519,4) (304,7) (1.452,4) (2.233,2) (2.136,1) (1.820,0) (1.798,4) (1.146,1) (1.065,6) (1.413,2) (2.867,8) (3.314,8)
Free Cash Flows from Investors 799,4 548,8 (778,1) (1.750,1) (1.691,2) (1.414,1) (1.393,0) (627,7) (527,0) (926,3) (2.628,8) (3.156,2)
Consolidated Map of Cash Flows (in $ millions, as of December 31, 20XX)
 
 
Key Performance Indicators 
 
2016F 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F 2025F 2026F 2027F
Number of Aircraft Bought 38 53 29 15 14 14 15 34 41 40 20 22
Number of Aircraft in the Fleet 679 669 695 710 724 738 753 787 828 868 868 868
Grow th Rate of the Fleet -4% -1% 4% 2% 2% 2% 2% 5% 5% 5% 0% 0%
Average Number of Seats per Aircraft 149 152 153 153 152 153 153 154 155 156 156 156
Average Price per Aicraft Bought (in $ millions) 57,6 59,8 61,4 54,1 54,1 65,2 66,0 66,0 66,0 66,0 66,0 66,0
Revenue Passenger Miles (RPM) (in millions) 114.557 120.133 125.980 132.112 138.542 145.286 152.358 159.775 167.553 175.709 184.263 193.234
Passenger Revenue Yield per RPM (in $) 0,16 0,16 0,16 0,17 0,17 0,17 0,17 0,18 0,18 0,18 0,18 0,19
Available Seat Miles (ASM) (in millions) 145.574 152.644 157.930 162.331 165.765 171.505 176.285 182.382 188.682 195.192 200.632 206.223
Load Factor 79% 79% 80% 81% 84% 85% 86% 88% 89% 90% 92% 94%
Fuel Cost, per gallon (in $) 2,0 2,1 2,2 2,4 2,6 2,9 3,1 3,2 3,3 3,4 3,4 3,4
Average Aircraft Stage Lenght (in miles) 760 769 779 789 799 809 819 830 840 851 862 873
Trips Flow n (in thousands) 1.286 1.306 1.325 1.345 1.365 1.386 1.406 1.427 1.449 1.470 1.492 1.515
Total Emplaned Passengers (in millions) 117 120 122 125 127 130 132 135 138 140 143 146














Source: Individual Analysis 
Source: Individual Analysis 
 
 








Disclosures and Disclaimer 
 
Research Recommendations 
Buy Expected total return (including dividends) of more than 15% over a 12-month 
period. 
Hold Expected total return (including dividends) between 0% and 15% over a 12-month 
period. 
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